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JAN 2 7 ,mg 

Dear S i r  or Madam: 

[Je h ~ v e  consic!ered your appl ica t ion  f o r  recogni t ion  o f  exemption froal 
Federa l  income tax  urldcr t h e  provisiorls o f  a e c t i  or] 501 ( c )  ('7) and 
scctiarl 501 (c )  ( 10 )  o f  t he  It l ternal Revenue Code o f  1986 and i t s  
n 9 p l  i cable  Income Tns Rcgulat.ions. B ~ s e d  on t he  ave f  l a b l e  i n fo rma t ion ,  
we have detcrrr~irled thnr .mu d o  nor: q u a l i f y  f o r  t h e  reasons set f o r t h  
rill E r ~ c l o . ~ ~ ~ r e  I .  

-. 

Cnrtsir'cracion w a s  giver1 ro whether ycu q u a l i f y  for exen~pt ion tinder 
ochtlr ~ ~ i h s e c c i o r ~ s  of s ec t i on  S01(c)  of t h e  Code and w e  have concluded 
chat yo11 do n o t .  

As your ~ ~ r ~ n n i z a t i o n  has not: escnbl ished exemption from Federal .income 
1 ,  it. wi l l he necessnry  f o r  you to  f i l e  on annual income cox r e tu rn  
nri For-!rt 11.?0 s ince  you s r e  n corporat ion.  

l'ou tls\.e agreed t o  t he  denial  o f  exemption by execit t ing Form 6018, 
C O I I S ~ ? I I ~  t o  Frop~.. ed Adverse Act i on .  , 

S ince re l y  yours ,  

g 
D i s t r i c t  Director  
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(Here inaf ter  re ferred  t o  as the Corporation) 

Facts 

The Corporation was incorporated on  f o r  the foi lowing 
purposes : 

To acquire land b y  purchase, l ease  or  otherwise,  and t o  hold 
and operate a  park on ttse said land f o r  the b e n e f i t  o f  
menthers o f   and t h e i r  f ~ r n i l i e s ;  and f o r  
tha t  ptlrpose t o  erec t  al d maintain s t ruc tures ,  lay  out  and 
n~a i r~ra i r~  recreational gror~nds and f a c i l i t i e s ;  t o  rent  the  
soid pork t o  acquire funds fo r  i t s  operation; t o  s e l l  food 
and non-alcoholic  beverages; t o  s e l l  or  rent  recreat ional  
eqri iprnerlt ; and gencr,.ll l y  t o  do a l l  lawful  things f n c i  dent 
t o  and proper t o  ttte ncqu i s i t i on ,  mainterlance and operation 
o f  a  recrent ion pnrk. 

The pnrk i s  open a t  a l l  times t o   and t h e i r  f ami l i e s  f r e e  o f  
c t~arge .  I t  i s  ope11 a t  a l l  tinres t o  non-  (groups such as family  
reuniorls, company picrlics) oa a charge or ren ta l  reservat ion b a s i s .  - 
The sppiizatiorl or ig i : la l ly  jndicated % o f  the  Corporation's r ece ip t s  
clr-c1 frorrr i~orlrr~enrhers nrrd t h i s  was 1ort:er revised t o  be about 8.  

The corpora tic)^^ is control led by th.?  tha t  o w  the  
pork. Xrs income w i l l  come from park renra l ,  sa l e  o f  natural gas ,  
r ~ r ~ d  vt-~ldillg rrri~ctli~les. X f  rhesc sources are i n s t ~ f f  i c i  ent t o  pay the 
cos t  o f  ttlc park ' s  upkeep, the owners w i l l  provide any addi t ional  
sr1ppot.r: rcqrlired. 

The Corpornt.ion is simply an en t i cy  organized and operated t o  manage A 

p i ~ r k ,  allcl i s   lot: i t s e l f  n fraternal  s o c i e t y ,  but a  management corpora- 
t:iorl crc.at:ed by   t o  manage a park' t ha t  they j o i n t l y  
OWXI . 

Law 

Section 501 ( c )  (7 

Sect ion .50l(c)(7)  o f  the Code provides f o r  the exemption from Feder.11 
income t a ~  o f  c lubs organized for  pleasure, r ecrea t ion ,  and other 
nonprof i tnb le  purposes, subs tan t ia l l y  a l l  o f  the  a c t i v i t i e s  o f  which 
are for- sttch p..rposes and no part o f  the  ne t  earnings o f  which inures t o  
the  b e n e f i t  o f  any private  sharat~older.  

Sect ion 1.501 ( c )  ( 7 )  - 1 ( a )  o f  the Regulations s t a t e s  tha t  t he  exemption 
providerf by sec t ion  501(a) o f  the  Code isA an organizat ion described i n  
s ec t ion  5 0 1 ( c ) ( 7 )  o f  the Code applit-s only  t o  clubs which are organized 
and oparated exc lus i ve l y  f o r  glea..:ure, rect-eatic and other 



 

nonprof i tah le  purpases, b71t does not  ~ p p l y  t o  any c lub  i f  any part o f*  
i t s  n e t  earnings inure t o  the  b e n e f i t  o f  any pr iva te  shareholder.  In  
ger~era! ,  t h i s  exemption extends t o  socinl  and recreat ion  c lubs  which 
- r e  supported s o l e l y  by membership f e e s ,  ducs and assessments .  However, 
a c lub  otherwise e n t i  &led t o  exemption w i l l  not be d i sq tra l i f i ed  because 
i t  r a i s e s  revenue from mtqmbers through the  use o f  c lub  f a c i l i t i e s  o r  i n  
connection wi th  club ac t  v i t i p s .  

\ 

Sec t ion  1.501 ( c )  (7 )  -1  ( b )  o f  t he  Regulntions s t a t e s  tha t  a c lub  wh.ich 
engages i n  bus ines s ,  such as making i t s  social  and recreationa1 
f a c i l i t i e s  ava i lab le  co the  general public o r  by s e l l i n g  rea l  e s t a t e ,  
t imber ,  or o ther  products,  i s  not  organized and op'erated e x c l u s i v e l y  f o r  
ple?sclre. recreatio.ri and o ther  norlprofi t ab l e  purposes, and i s  no t  exempt 
cinder s ec t i on  501 ( a )  o f  the Code. S o l i c i t a t i o n  by advertisement or 
o ~ h c r w i s e  f o r  public .9atronage o f  i t s  f a c i l i t i e s  i s  prima f a c i e  evidence 
that: t l ~ e  club .is engsbirig i r l  bus i r~ess  and i s  ~ I O C  being operated ex-  
c l u s i v e l y  f o r  plensurc,  recrea t ion ,  or  soclnl  purposes. However, an 
i nc iden ta l  sa l e  o f  property w i l l  not deprive a club o f  i t s  eremptlon. 

As prt?vior~sly t ~ o t e d ,  Sect ion 501 ( c ) ( 7 )  o f  the  Code requires  t ha t  sub- - 
s t n r ~ t i a l l y  [ i l l  o f  s social  c l u b ' s  a c t i v i t i e s  be soc ia l  o r  recreatiorlal 
s c t i  v i t i e s  f o r  ctembers. However, Public ~,aw 94-568, 1976-2 C .  h .  596 ,  
provides tlloc a soc ia l  c lub  may rece ive  u p  t o  35 percent o f  i t s  gross  
r e c e i p t s ,  i n c l ~ ~ d i n g  investment income from sources ou t s ide  i t s  member- 
sh ip  w i  t h o ~ ~ t  l o s i r~g  exemption. Wi th in  t h i s  35 percent amount, not  more 
tllnrl 15 percent o f  the groqs r ece ip t s  should be derived from the  use 
o f  a s o c i n l  c l t ~ b , s  f a c i l i t i e s  or  serv ices  by t he  general pub l i c .  Th is  
ltren~~s tlrat. on esempt socinl  c lub may rece ive  up t o  35 percent o f  i t s  
gross r ece ip t s  from A combiriarion o f  investment income and rece iprs  
front nonmembers so long as the  l a t t e r  do not represent  more than 15 
perce~lr o f  the  t o t a l  r e c e i p t s .  

Sect ion 501 ( c )  (19 )  

S e c t i c . ~  5 @ 1 ( c ) ( 1 0 )  o f  the Code provides f o r  t he  exemption from Fede.-ol 
ir~corne t a x  o f  dornes tic. fraternal  s o c i e t i e s ,  o rder s ,  or a s soc ia t ions  
operat ing under the lodge system, the n e t  earnings o f  which are 
devoted e x c l t ~ s i v e l y  LO r e l i g i o u s ,  char i tab l e ,  s c i e n t i f i c ,  l i t e r a r y ,  
e d t r c n t i o ~ ~ a l ,  and fraterna.2 ptrrposes and which d o  rlot provide f o r  the  
payment o f  l i f e ,  s i c k ,  acc iden t ,  o r  o ther  b e n e f i t s .  

Sec t ion  1 . 5 0 1 ( ~ ) ( 1 0 ) - 1  o f  the Income Tax Regulations provides t h a t  
an o rga i~ i za t ion  wi 1 1  q ~ ~ a l  i f y  f o r  exemption under s ec t i on  501 ( c )  (10)  
i f  it- i s  a domestic f-rnternol bene f i c ia ry  s o c i e t y ,  o rder ,  o r  
a s s o c i a t i o n ,  described i n  s ec t i on  501 ( c )  ( 8 )  and t h e  regula t ions  
thereunder,  except tha t  i t  does nor provide f o r  t he  paymen: o f  l i f e ,  
s i c k ,  acc iden t ,  or  otiler b e n e f i t s  t o  i t s  members and devotes  i t s  n e t  
esrnings exclusively t o  r e l i g i o u s ,  char i tab l e ,  s c i e n r i f i c ,  l i t e r a r y ,  
educat ional ,  and f ra ternal  purposes. 
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Sect ion 1 . 5 0 1 ( ~ ) ( 8 ) - 1  o f  the regulat ions providos that  a  f ra ternal  
bene f i c iary  soc ie t y  i s  exempt from tax only  i f  operated under the* 
"lodge system" or  f o r  the  exc lus ive  b e n e f i t  o f  t he  members so . 
operat ing.  "Operating under the lodge system" means carrying on i t s  
a c t i v i t i e s  under a form o f  organization that  comprik'es local  branches, 
chartered by a  parent organization and large ly  sel ' f -governing,  cal led 
lodges ,  chapters ,  or the  l i k e .  

Revenue Rul irlg 73 -370 concerns n fraternal  benef ic iary  soc ie t y ;  sub- 
ordinate o r p n i z a t i o n  formed by local lodge. A nonpro f i t ,  subordinate 
organizat ion,  formed and chartered by a local  lodge o f  a  f ra ternal  
b e t ~ e f i c i a r y  soc ie ty  exempt from tax under sect.!on 501 ( c )  (10; o f  t he  
Code t o  carry on the fraternal  and chari table a c t i v i t i e s  o f  the  soc ie t y  
i n  a  part icular geographical area,  i s  a l s o  exempt under sec t ion  
501 ( c )  ( 1 0 ) .  

Conclusion 

By eal-l~iz  % o f  i t s  income froin nonmembers, the  Corporation v i o l a t e s  
the provisions o f  Public Law 94-568, c i t ed  above. Because the Corpora- 
t i o n  receives the ntaj&ity c f  i t s  income from dealings with nonmembers, " 

i t  i s  nor described i n  Section 501 ( c ) ( 7 )  o f  the  Code. Unlike the 
organization described i n  Revenue Ruling 73-370, c i t ed  above, the  
Corporatiol~ i s  rlot a fraternal  soc ie t y  operating under the  lodge 
systenr. I t  i s ,  ins tead ,  a  mantigement corporation organized and 
opercited t o  .??anage a  park. Because tlla Corporation i s  formed t o  m.. nage 
R park rather than oFernte as  a  fraternal  s o c i e t y ,  it i s  not  described 
i n  Sec t ior~  501 ( c J ( 1 0 )  o f  the Code. Therefore,  t he  Corporation i s  
denied esemptiot. from Federal income t a x .  




